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I. Introduction 

My name is Jonathan Walker. I have been asked by International Paper Company ("International Paper") 

to respond to certain opinions expressed by Dr. Joan Meyer and Mr. William Stewart in the matter of 

Harris County v. International Paper, et al. and also to apply the economic principles related to punitive 

damages, penalties and deterrence to the facts in the matters of Harris County v. International Paper, et 

al., Dao Van Pho, et al. v. International Paper Company et al. and Jim Harpster and Jennifer Harpster, et 

al. v. International Paper Co. et al. (individually "the Harris County litigation," "the Pho litigation" and 

"the Harpster litigation"; collectively, "the Site Litigation"). 

My qualifications for this task include my education and experience as an economist. I hold a bachelor's 

degree in economics from the University of California at Berkeley and a Ph.D. in economics from the 

Massachusetts Institute of Technology. I am the President of Economists Incorporated ("El"), an 

economic consulting firm that employs 29 economists with doctorates in economics from leading 

universities such as Harvard, Yale, the University of Chicago and Princeton, four professionals with other 

types of advanced degrees and 23 research associates and administrative staff. 

I have been retained on prior occasions to opine in court about punitive damages, penalties and 

deterrence. I am familiar with the relevant economics literature, and I have published in this area. I have 

attached my curriculum vitae to this report. Therein, I list my qualifications and experience in greater 

detail. My curriculum vitae lists my phone number, address and publications as required by the Texas 

Rule of Civil Procedure 194.2(f). 
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I have also attached to this report a list of the documents that I have reviewed to date. As discovery is 

ongoing, I expect that I will review additional materials prior to trial. I understand that International 

Paper will disclose a list of such materials in a timely fashion to Plaintiffs in the Site Litigation. To date I 

have not revisited the relevant economics literature for the specific purposes of developing my opinions 

for this litigation. However, as I stated previously, I am familiar with that literature and my opinion is 

based on it. Dr. Meyer cites some of it in her own report and claims to rely on it. In his report, Mr. 

Stewart does not address this literature. 

II. Generalized Summary of Opinions 

I understand that the Texas Rules of Civil Procedure require that this report convey the general 

substance of my mental impressions and opinions and a brief summary of the basis for them. My 

impressions and opinions can be summarized as follows. 

First, over-deterrence is a potential harm to the public's well-being that is discussed in great detail in the 

economic literature pertaining to punitive damages. "Over-deterrence" refers to the situation in which a 

penalty (including any civil or criminal penalty, punishment, fine or other government imposed 

disincentive) deters people or organizations from engaging in socially beneficial conduct or alternatively 

incentivizes them to engage in socially harmful conduct. Over-deterrence occurs when additional 

disincentives are imposed to deter some unwanted conduct notwithstanding that sufficient 

disincentives already exist to achieve the socially optimal outcome. 

Any penalties or punitive damages awards in the Site Litigation are likely to promote over-deterrence; 

thus they are likely to be adverse to the interests of Texas citizens in general and Harris County residents 

in particular. Assuming the Courts find that International Paper's conduct has been actionable, there are 

significant disincentives to International Paper or other parties from behaving similarly in the future. The 

world will be on notice that similar conduct will expose the person or entity that engages in it to 

significant clean-up costs, compensatory damages, legal fees and reputational costs. Consequently, 

neither penalties nor punitive awards are necessary to achieve compliance with Texas's environmental 

laws or to "level the playing field." To the contrary, punitive levies would skew the playing field in favor 

of out-of-state businesses that are only responsible for the harm they cause others, if any, rather than a 
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significant, unpredictable punitive levy in addition to that. 1 This "un-leveling of the playing field" would 

inure to the detriment of Harris County workers (because it would discourage employers from locating 

in Texas, remaining in Texas or expanding in Texas), consumers (because it could lead to higher prices 

for certain goods and services) and businesses (because it would raise costs and potentially shrink 

demand). To the extent that some penalty must be assessed in the Harris County matter, the penalty 

level should be set at the minimum allowed by law so as to minimize the consequences to consumers, 

workers, local investors and local business owners from over-deterrence. 

Second, any penalty or punitive damages award in any of the three Site Litigation matters would punish 

parties whom neither the Plaintiffs nor the Defendants in this case fault for any wrongdoing. 

International Paper's owners, i.e., International Paper's current shareholders, would pay any penalty, 

yet the current shareholders are far removed from any of the alleged wrongdoing. 

International Paper's shareholders are primarily state agencies, pension funds, mutual funds, and other 

financial institutions like the Vanguard Group or the Fidelity Group that make investments on behalf of 

individual retail investors. Such institutional investors own over 85% of the outstanding shares of 

International Paper, so they would pay over 85% of any penalty or punitive damages award. 2 These 

institutional shareholders include the Teacher Retirement System of Texas, the California State Teachers 

Retirement System, the Public Employees Retirement System of Colorado and the Utah Retirement 

Systems among others. I have attached two tables to this report concerning institutional ownership of 

International Paper stock. One table lists some of the pension and governmental funds that are 

International Paper shareholders and the other lists some of the mutual funds that are International 

Paper shareholders. Complete lists of pension funds and mutual funds that own International Paper 

shares would undoubtedly be larger; however, it would be impractical to attempt to create such lists for 

purposes of this report. Pension funds and mutual funds own shares on behalf of the pension funds' 

future retirees and the mutual funds' shareholders respectively, so it is these retirees, workers and 

mutual fund investors who pay the pension funds' and mutual funds' share of any penalty in the form of 

reduced retirement benefits and savings. Of course, retirees, future retirees and other investors also 

own International Paper shares directly in IRAs, 401(k) accounts and personal accounts at E-trade, Scott 

1 Within this report, "out-of-state" and "in-state" relate to subjection to Texas law, in particular the Texas Water 
Code and the other statutes at issue in this litigation. Consequently, all of the defendants in the Site Litigation are 
in-state to the extent they are obligated to abide by these Texas laws. 
2 Institutional ownership information available at http://www.nasdaq.com/symbol/ip/ownershio-summary. 
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Trade, Schwab and other brokerages. These direct owners would also pay a proportionate share of any 

penalty or punitive award. 

Third, current International Paper shareholders are not the shareholders who collectively controlled 

Champion at the time of the alleged wrongdoing. Average trading volume for International Paper shares 

is currently approximately 3.3 million shares per day. At this volume, the average International Paper 

share will change hands twice per year. As it has been approximately 5 years since the end of the period 

over which Harris County seeks penalties, the average International Paper share has been sold ten times 

since the end of the penalty period. 3 

Fourth, much of Dr. Meyer's report is irrelevant to optimal deterrence or any economically grounded 

theory of deterrence that I am aware of. By "optimal deterrence", I refer to the penalty or punitive 

damages award that best balances the social costs of over-deterrence against the social costs of under

deterrence thereby maximizing the wealth and well-being of society in the aggregate. Although Dr. 

Meyer cites to the optimal deterrence literature in her report, she does not apply the theory to the facts 

of this case and the County's liability theory. 

The economic theory of optimal deterrence speaks to the socially optimal level of policing that 

International Paper, the County itself, or any other person or organization should engage in. If Dr. Meyer 

had applied the economic theories of deterrence to the facts of this case, she would have concluded 

that even holding International Paper responsible for compensatory damages would lead to over

deterrence if the County itself was already providing the appropriate level of monitoring and 

enforcement. This conclusion is particularly relevant to the Harris County litigation given that Harris 

County was aware of the San Jacinto disposal site before the penalty period in this case and was 

monitoring activity at the Site that might relate to compliance with the Texas Water Code or other 

applicable statutes. 

Fifth, Dr. Meyer directs the jury to measure penalties in relation to International Paper's overall profits 

and assets. Basing penalties or punitive damages on International Paper's overall profits and assets (or 

other financial measure of size) would punish International Paper for its business activity outside of the 

State of Texas and, to my understanding, outside of the jurisdiction of Texas law. Most of International 

Paper's profits are derived elsewhere and most of its assets are also elsewhere. To the extent a penalty 

or award was based on International Paper's Texas profits and Texas assets, the levy would punish 

3 See the attachment to this report related to International Paper share turnover. 
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International Paper for creating and maintaining a business presence in Texas and contributing to 

commerce in Texas rather than doing so elsewhere. It would create an incentive to move assets out of 

Texas and do as little business in the State as possible. This incentive would clearly be contrary to the 

interests of Texas consumers (who might benefit from lower prices or more variety if there were more 

in-state businesses competing for their dollars), workers (who might benefit from better jobs if there 

were more employers competing for their labor) and small businesses (that might benefit from 

increased demand). 

Basing a penalty on International Paper's profits or assets is also inappropriate because International 

Paper's current profits and assets are unrelated to the conduct at issue in this litigation, conduct that 

occurred up to 46 years ago. To the contrary, International Paper has spent millions of dollars 

addressing the San Jacinto site. As a final matter related to the issue of International Paper's size, basing 

an award on International Paper's size is inconsistent with the economics articles that Dr. Meyer's 

cites-whether size is measured in terms of International Paper's assets or profits, based on Texas alone 

or in the aggregate. 

Sixth, Dr. Meyer's comparisons between International Paper's finances and the median Harris County 

household's finances are misleading and unrelated to any reliable or valid economic theory of 

deterrence or punishment. As a threshold matter, it is logically unsound to analogize businesses to 

natural people. Although they have assets and are treated as persons for certain legal purposes, 

businesses have no physical being, no brains and no emotions. Hence, a company cannot "feel" a 

penalty differently based on the size of the penalty relative to the company's wealth or income. Yet it is 

the implicit idea that a business will feel a penalty that corresponds to x% of its revenues in a similar way 

as a person would feel a fine that is x% of his or her income that underlies Dr. Meyer's comparisons. 

Dr. Meyer asserts that household income is analogous to corporate revenues, but this assertion is ad 

hoc and untrue. Households do not generally pay their residents salaries. Most households do not buy 

raw materials for manufacturing or have other expenses that correspond logically to cost of goods sold. 

There is no basis for Dr. Meyer's implicit assumption that households will have a similar percentage of 

household income available to pay fines after paying all costs that the households are legally obligated 

to pay or are necessary for the residents' survival as the percentage of revenues companies would have 

available to pay penalties after paying their legally obligated expenses and the costs that they must incur 

to continue to survive. The sorts of comparisons that Dr. Meyer makes would not be valid between 
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International Paper and companies in different industries or in different operational circumstances let 

alone between International Paper and Harris County households. 

Although she implies that International Paper's penalty should be derived in proportion to its earnings 

and analogizes to natural people, Dr. Meyer overlooks that in the United States penalties for natural 

people are not generally set in such a way. Not every household in Harris County earns $52,675 per year 

(the County median according to Dr. Meyer), yet anyone who fails to get a dumpster permit or 

possesses illegal fireworks (to use Dr. Meyer's examples) is subject to the same potential fine. The family 

household earning $100,000 per year would not have to pay double and the new graduate just out on 

her own and earning $25,000 per year would not be entitled to half-off. 

Finally, there are technical errors in Dr. Meyer's comparisons between International Paper and Harris 

County households. First, the International Paper data are for 2012 although the County seeks penalties 

for the period 1967 to 2008. International Paper's annual revenue was certainly smaller in 1967 than it is 

now in absolute terms, and Dr. Meyer makes no effort to determine how International Paper's revenue 

has changed over the past 46 years relative to median Harris County household income. Similarly, Dr. 

Meyer compares International Paper's 2012 revenue to Harris County household income pertaining to 

the five year period from 2007 - 2011. Dr. Meyer does not say whether her household income figure is 

the median income in the median year over the five year period, the average of the medians over the 

five year period, the median for the County in 2007, the median for the County in 2011 or something 

else. All that is clear is that it is not 2012 data, the relevant data for Dr. Meyer's comparison. Third, 

household income as defined by the Census (Dr. Meyer's source) does not include all household 

earnings. 4 Several types of earnings are excluded, further undermining the basis for Dr. Meyer's 

comparisons. 

Ill. Ongoing Analysis and Future Supplementation 

I understand that Mr. Stewart has given deposition testimony concerning purported economic benefits 

to International Paper from its alleged non-compliance with the Texas Water Code and the other 

statutes at issue in the Site Litigation. I also understand that Mr. Stewart's deposition transcript is not 

yet available. When Mr. Stewart's deposition transcript becomes available, I intend to review it to 

4http://www.census.gov/acs/www/Downloads/data documentation/SubjectDefinitions/2011 ACSSubjectDefiniti 
ons.pdf. In addition to the exclusions identified at the Census Bureau web site under the definition of "income," 
household income excludes earnings by persons under 15 years of age. 
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determine whether it is economically sensible. I may develop opinions on that subject which 

International Paper may ask me about at trial. 

To the extent that Harris County, the Pho plaintiffs or the Harpster plaintiffs propose any other 

arguments or evidence in the future pertaining to penalties, punitive awards, deterrence or 

International Paper's purported benefit from its alleged violations in any of these three cases, I 

understand that International Paper may ask me to analyze it and assess its economic validity. If I am 

asked, I will prepare a supplemental report disclosing my findings. 

Similarly, discovery is ongoing in all three of these litigation matters. As additional information becomes 

available, I may develop additional opinions or I may become aware of new evidence related to opinions 

I have already summarized. If asked, I will supplement this report in light of the new information. 

August 16, 2013 

... 
Jonathan Walker 
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gain 

Chittenden Corporation - Antitrust consulting regarding a bank holding 
company's acquisition plans 

National Basketball Association - Damage estimation for the NBA in antitrust 
suit brought against it by Independent Entertainment Group Incorporated 

Magic Line Inc. - Merger of A TM networks 

Home Shopping Network- Ex-post valuation of contingent contract concerning 
software and consulting services 

Lenfest Group, Comcast Corporation and Telecommunications Incorporated -
Consultation regarding Delaware Public Service Commission rules to implement 
the Telecommunications Technology Investment Act 

Worthen Financial Corporation -Acquisition of Union National Bank of 
Arkansas 

Intrust Bank - Merger with Kansas State Bank & Trust 

Iowa National Bankshares - Merger with MidAmerica Savings Bank 

First National Bank of Kerrville -Acquisition of Bank of Kerrville 

Peoples Heritage Financial Group-Acquisitions of Mid Maine Savings Bank, 
Bank of New Hampshire, CFX, and certain branches of Pleet Bank of Maine 

Curriculum Vitre 
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Selected Consulting Matters (Continued) 

Econornists 
INCORPORATED 

Potash Antitrust Litigation - Antitrust consulting for defendants in a class action 
suit alleging price fixing in the potash industry 

R&D Business Systems, et al. v. Xerox Corporation - Antitrust consulting for 
plaintiffs in a class action suit alleging tying and monopolization in the copier and 
printer industries 

Society Corp. - Acquisition of Ameritrust 

VDDE Holm, Voest Alpina, Bohler - Antitrust consulting in connection with the 
merger of two European steel manufacturers 

McNeil, et al. v. NFL - Estimation of damages resulting from player reservation 
system 

US. Department of Justice v. City of Alhambra, California - Analysis of evidence 
of discriminatory hiring practices 

Christiana Mortgage Brokers, et al. v. Delaware Trust, et al. - Estimation of 
damages resulting from tortious interference in the mortgage brokerage industry 
in New Castle County, Delaware 

Merger of Two Savings and Loan Assns. - Antitrust consulting in connection with 
the merger of two thrift institutions 

Mid Atlantic Coca-Cola - Analysis of evidence of price fixing and estimation of 
resulting damages 

Professional Societies 

American Economics Association 

American Bar Association 

Industrial Organization Society 

Western Economics Association 

American Law and Economics Association 

Society of Labor Economists 

Curriculum Vitre 
Jonathan L. Walker 
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Selected Pension and Governmental Shareholders of International Paper 

Shareholder Name 

APG All Pensions Group NV 

New York State Common Retirement Fund 

Teachers Advisors Inc 

California Public Employees Retirement System 

United States Steel & Carnegie Pension FD 

New York State Teachers Retirement System 

Teacher Retirement System Of Texas 

California State Teachers Retirement System 

State Board Of Administration Of Florida Retirement System 

Canada Pension Plan Investment Board 

State Of Wisconsin Investment Board 

Public Employees Retirement Association Of Colorado 

Texas Permanent School Fund 

IBM Retirement Fund 

State Treasurer State Of Michigan 

Arizona State Retirement System 

Fjarde Ap-Fonden /Fourth Swedish National Pension Fund 

Virginia Retirement Systems Et Al 

Commonwealth Of Pennsylvania Public School Empls Retrmt Sys 

Ontario Teachers Pension Plan Board 

Teachers Retirement System Of The State Of Kentucky 

Utah Retirement Systems 

New Mexico Educational Retirement Board 

Oregon Public Employees Retirement Fund 

Employees Retirement System Of Texas 

Amica Pension Fund Board Of Trustees 

Pensionfund Dsm Netherlands 

State Of Alaska, Department Of Revenue 

Supplemental Annuity Collective Trust Of NJ 

Public Sector Pension Investment Board 

Source: 
http://www.nasdaq.com/symbol/ip/institutional
holdings, accessed August 13, 2013. 



Selected Mutual Fund Shareholders of International Paper 

Mutual Fund Name 

Allianz Fds-AllianzGI NFJ Dividend Value FD 

CGM Focus Fund 

Fidelity Contrafund Inc 

Fidelity Spartan 500 Index Fund 

Franklin Mutual Series Fund-Mutual Shares Fund 

Price (T.Rowe) Equity Income Fund 

Price (T.Rowe) Value Fund 

Russell 3000 Index 

S&P 500 Capital Appreciation Fund 

Schwab S&P 500 Index Fund 

SPDR S&P 500 ETF Trust 

United Association S&P 500 Index Fund 

Vanguard 500 Index Fund 

Vanguard Institutional Index Fund-Institutional Index Fund 

Vanguard Total Stock Market Index Fund 

Vanguard/Windsor Fund Inc. 

Wilshire 5000 Total Market Index 

Source: http://finance.yahoo.com/q/mh?s=IP+Major+Holders, accessed August 15, 2013. 
http://investing.money.msn.com/investments/mutual-funds-holdings?symbol=cgmfx 



Total Shares Held: 
Average Volume (3-month average) 

Sales per share per day 
Average share turnover per year* 
Average share turnover since merger** 

Volume Turnover for Shares 
International Paper 

391,048,393 
3,343,240 

0.008549428 
2.154455804 
28.67478082 

Note: *There are 252 trading days per year in the NYSE. 
**There have been 3,384 trading days since the merger occured on April 25, 2000. 

Source: 
Total Shares Held - http://www.nasdaq.com/symbol/ip/institutional-holdings, accessed August 14, 2013. 
Average Volume - http://finance.yahoo.com/q;_ylt=Am VGJU5trSzaPmmBrBtmr2h 
.FJF 4 ?uhb=uhb2&fr=yfinanceheader _test2&type=2button&s=IP%2C, accessed August 14, 2013. 
https ://usequities.nyx. com/markets/nyse-number-trading-days-2012-2014 
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